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Emco is a key contributor to the 
vital networks of flow systems 
that move the water, fuels, petro 
chemicals and wastes of the 
world community to their proper 
destinations. 


Financial Summary 


Sales — increased 4.8% 


Earnings before extraordinary item — 


Decreased 67.4% 
Extraordinary item 


Net earnings — decreased 61.2% 


Per common share: 


Before extraordinary item 
Net earnings 
Cash earnings 


Including extraordinary item 
Net earnings 
Cash earnings 


Net worth 


Dividends paid 


Return on shareholders’ equity January 1 


Capital expenditures — net 


$ 


2,270,000 


547,000 
104,000 


651,000 1, 


2.7% 


To Our Shareholders 


1972 was a poor year for Emco 

as earnings decreased from 
$1,679,000 to $547,000, being 

14.5 cents per common share, 
compared to 44.5 cents (restated) 
in 1971. In addition, profit on the 
sale of real estate increased earn- 
ings by 2.7 cents per share. 
Pre-tax profits of the Canadian 
Plumbing and Industrial Group 
show an improvement of 9% over 
the previous year; however, the 
results of the Engineered 
Products Group reflect a loss of 
$99,000, compared to the pre-tax 
profit of $1,218,000 in 1971. While 
the results for the whole Group 
were down, the major contributor 
to the poor showing continued to 
be our U.S. subsidiary. In the U.S., 
substantial losses were incurred 
as a result of inventory write-offs 
and reserves, to a large extent 
caused by changing product 
requirements of the oil com- 
panies, occasioned by demands 
of various states for stringent pol- 
lution control in the distribution 
of their products. The decision of 
your management was to reflect 
this loss in 1972, thereby penaliz- 
ing earnings; however, we believe 
the way is now cleared for signifi- 
cantly improved results in this 
Group. 


Although earnings before income 
taxes are down 41%, after-tax earn- 
ings decreased 67% as a result 
of the requirement that income 
taxes be provided for on the tax- 
able income of each profitable 
company within the organization. 
Despite a slowdown in activity 
during the last quarter of 1972, 
the residential sector of the con- 
struction industry showed a 
record year in terms of housing 
starts with the commencement of 
over 250,000 units. 


A relatively high carry-over of work 
from 1972 has sustained an 
above-average level of activity 
during the first two months of 
1973, and it would appear that the 
market will continue to be 
buoyant until the middle of the 
year. There is some indication, as 
we move into the latter half of 
1973, that a moderate decline in 
the availability of private funds for 
residential mortgages will occur. 
However, the anticipated 

increase in non-residential con- 


struction, particularly in the com- 
mercial and industrial sectors, 
will provide the necessary 
impetus for a continuation of the 
current construction boom. A 
major concern is the growing 
shortage of serviced land which 
has stalled development and 
created a problem in filling some 
of the persistently strong market 
demand for residential housing. 
Taking these factors into con- 
sideration, the residential market 
will decline to approximately 
240,000 starts for year 1973. 


The proposed amendments (Bill 
C-133) to the National Housing 
Act, which are designed to bring 
good housing within the reach of 
more Canadians, and to promote 
rehabilitation of older homes, 
could prove to be a very signifi- 
cant piece of legislation to our 
industry. Specifically, the Land 
Assembly Program and the New 
Communities Program would be 
backed by a federal government 
commitment to make at least $100 
million a year available for the 
next five years for the public 
assembly of land. Such a move 
could reduce land prices, thereby 
making a direct contribution to 
the continuing demand for hous- 
ing and products made by your 
company. 

World environmental concern 
has increased the amount of 
research and product develop- 
ment effort by our Engineered 
Products Group towards the 
abatement of vapours into the 
atmosphere during the transfer of 
petroleum products. 


Tangible evidence of this concern 
in Canada is reflected in the 
recently formed PACE — The Pet- 
roleum Association for Conserva- 
tion of The Canadian Environ- 
ment — which provides the plan- 
ning and technological innova- 
tions that are essential to the 
achievement of its anti-pollution 
objectives. In the U.S.A., major oil 
companies have responded to 
federal and state emission control 
regulations and are actively sup- 
porting the development of vap- 
Our recovery equipment. Several 
companies are associated closely 
with our U.S. company in field- 
testing product prototypes. We 
anticipate increasing oppor- 
tunities for growth in the area of 


vapour recovery. 
At the annual meeting of the 
shareholders, held in May last 
year, Mr. E. C. Phillips was elected 
to the Board of Directors to fill 
the vacancy created by the retire- 
ment of the Hon. Louis P. Gelinas. 
Mr. Phillips is President of West- 
coast Transmission Company 
Limited, Vancouver, B.C. The 
Board has regretfully accepted 
the resignation of J. H. Stevens, 
who joins C. H. Ivey as an Honor- 
ary Director of the Company. 
Between them, they have 

served Emco for over 110 years. 


We enter 1973 with a strong back- 
log of orders, both in Canada, the 
U.S. and overseas. The plant 
move from Union to Conneaut is 
nearly completed, and we expect 
1973 to produce significantly 
improved results over previous 
years. 

We would like to acknowledge the 
loyalty and outstanding services 
of Emco employees throughout 
the world who are dedicated to 
producing improved results for 
our shareholders. 


On behalf of the Board 


P. J. Ivey C. N. Chapman 
London, Canada, March 14, 1973 1 
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1972 971 
(Restated) 
Sales — increased 4.8% $100,542,000 95,926,000 
Earnings before extraordinary item — 
_ Decreased 67.4% 547,000 1,679,000 
Extraordinary item 104,000 — 
Net earnings — decreased 61.2% $ 651,000 1,679,000 
Per common share: 
Before extraordinary item 
Net earnings $ 14 45 
Cash earnings 44 74 
Including extraordinary item 
Net earnings ate. AS 
Cash earnings 47 74 
Net worth 520) 90 0.5.27 
Dividends paid .20 183/4 
Return on shareholders’ equity January 1 2.7% 8.9% 
Capital expenditures — — net $ 2,270,000 1,791,000 
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1. New branch and warehouse facilities in Barrie. 


2. New branch and warehouse facilities in London. 


3. Attractive point-of-purchase displays were distributed to all customers. 


4. The new Sapphire and Corona lines of bathroom and kitchen faucets 
were introduced to the market during 1972. 
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Review of Operations 


PLUMBING AND 
INDUSTRIAL GROUP 


In line with its strategy for deeper 
penetration into the expanding 
construction industry, the Plumb- 
ing and Industrial Group con- 
tinued to introduce new products 
and improve distribution 
facilities. This effort was backed 
by plant modernization and 
improved productivity. 

New Products 

Sapphire and Corona, our new 
lines of bathroom and kitchen 
faucets, were introduced to the 
market during the year. This pro- 
duct launch took the form of a 
coast-to-coast road show cover- 
ing thirty-five major centres 
across Canada. Through product 
displays and demonstrations, the 
show gave wholesalers and con- 
sulting engineers a first-hand 
account of both the new and con- 
tinuing product lines such as 
institutional and laboratory fix- 
ture trim. The projected trend 
towards the use of non-metallic 
materials in products for the 
industry was reflected in the pre- 
sentation of the new Emco Pres- 
Oseal pipe fittings which are 
made from a high temperature 
thermoplastic compound espe- 
cially suitable for hot and cold 
water distribution systems. 


Marketing Structure Change 
Changes were also made in the 
marketing network and distribu- 
tion facilities. In order to bring the 
policy-making function closer to 
the end point of marketing objec- 
tives, the Supply Division’s opera- 
ting control was decentralized 
with the creation of three market- 
ing regions. Each area is headed 
by a thoroughly experienced 
regional manager. This structure 
provides for greater delegation of 
decision making authority to the 
grass roots level and improves the 
division’s ability to develop and 
deploy marketing strategies that 
are more closely aligned to the 
constantly changing needs and 
patterns of local markets. 


Distribution Facilities 
Warehouses in London and Bar- 
rie have been replaced by new 
and larger branch buildings to 
meet the current business activity 
and provide facilities for the pro- 


jected area growth. The 24,000 sq. 


ft. addition to the Toronto opera- 
tion was completed last spring. 
This enlargement to the Weston 
building provided the needed 
facilities that are so essential to 
the continuing business pace in 
southern Ontario. 

During the latter part of the year, 
our operations in Toronto were 
consolidated by amalgamating 
Hamilton Branch and Traders’ 
Plumbing and Heating Supplies 
in Don Mills with the Weston 
operation. The pooling of 
resources in these three market- 
ing areas has improved customer 
service and, through a fuller utili- 
zation of facilities, economies in 
operation have been achieved. 


This step, marking a major 
change in the company’s distribu- 
tion pattern, is closely keyed to 
the rapid growth of the construc- 
tion industry in the area and is 
fully supported by an almost 
round-the-clock warehouse and 
truck fleet service. 


Manufacturing Facilities 

While sharpening its marketing 
tools, the Plumbing and Industrial 
Group continued to study and 
implement changes in its manu- 
facturing facilities for moderni- 
zation, expansion and 

improved productivity. These 
were in focus with long range 
objectives of production and 
changing technology. 


Our new and larger plastics plant 
in Brampton, Ontario, equipped 
with modern, high speed automa- 
tic machines went into full scale 
production last March. While tak- 
ing advantage of our lead as the 
first in Canada to successfully 
mould and chrome plate plastics 
for plumbing, we have also 
extended our expertise to other 
fields. The plant has built up a 
sizeable business in custom 
moulding for customers in 
Canada and the U.S.A. The 
custom moulded parts and sub- 
assemblies are in a variety of 
thermoplastics. 


Another major expansion was in 
London Factory’s plating depart- 
ment, where production capacity 
was stepped up two-and-a-half 
times. This increase was achieved 
by replacing the pilot plant in the 
pre-plating section with a full- 
scale plant. Pre-plating is a pro- 
cess for treating plastics to 
accept electroplating. Additional 
space for the expansion was 
created by moving the polishing 
and buffing operations for elec- 
troplating metallics to a newly 
built extension at the north end 
of the factory. This extension, 
covering 8,000 sq. ft., also houses 
a new laboratory and related plat- 
ing plant service equipment such 
as rectifiers, boilers and 
compressors. 


Company concern for the protec- 
tion of environment is reflected 
in a pollution control system set 
up in mid 1971 for neutralizing 
effluent water and acid fumes 
from the plating plant. A study of 
the control system has disclosed 
a substantial reduction in air 

and water pollution. 


Review of Operations 


ENGINEERED 
PRODUCTS GROUP 


The combined sales for the Group 
in 1972 were 1% below sales in 
1971. This was due largely to the 
cut-back in capital expenditures 
by our oil industry customers, 
particularly in Europe. However, 
this situation changed rapidly 
towards the end of 1972, and the 
orders on hand for the Group 

are at an all-time high as 

we enter 1973. Throughout the 
year considerable emphasis was 
placed on improvements to exist- 
ing products and continued pro- 
duct development particularly in 
the area of vapour recovery sys- 
tems. Modernization of European 
plant facilities and consolidation 
of our twin plant operation in the 
U.S.A. will provide the framework 
for a substantial improvement in 
productivity and performance 
within the Group. 


Product Development 

Our Research and Development 
Centre in the U.K. now has com- 
pleted a broad line of marine load- 
ing arms and, with this excellent 
range of products, we have pros- 
pects for substantial sales of 
marine arms in 1973. The regula- 
tion of vapour emission in the 
United States has opened a new 
market for vapour recovery sys- 
tems in the distribution of gaso- 
line. Vapour recovery, as the term 
implies, is a system for recovering 
the vapours normally lost to the 
atmosphere in the transfer of 
gasoline from tank trucks to 
underground storage tanks at 
service stations. The success in 
the development of such systems 
in the United States could well 
determine the speed with which 
other countries adopt pollution 
control measures in the area of 
petroleum marketing. 

While making significant 
advances in this area, the Group 
continued product developments 
and improvements in the more 
traditional areas extending its 
product range and marketing 
scope. Among these were anti- 
static valves, hose loaders, bot- 
tom loading equipment and rail- 
road fueling nozzles. 


Facilities 

The divisions located in Canada, 
Japan and France continue to 
exceed expectations. The exten- 
sive growth of business in our 
French division has created the 
need for larger facilities and con- 
struction, which began in the Fall, 
1972, will be completed about 
June of 1973. 


Completion of the construction 
program in England has 
improved production and 
increased the flexibility for the 
continued growth of the marine 
arm product line. The consolida- 
tion of our manufacturing opera- 
tions in the United States was 
undertaken towards the latter 
part of 1972. This move was com- 
pleted on schedule in an efficient 
manner due to the planning and 
coordination of effort on the 

part of the management and 
employees. All plant facilities are 
now located in Conneaut, Ohio. 


Good progress has been made in 
the coverage of export markets 
throughout the world and overall 
there is reasonable evidence of 
the emergence of a firm demand. 
While the constant adjustment of 
world currencies is unsettling, 

it would appear that a net benefit 
will result for the Group in terms 
of competitive pricing and cur- 
rency revaluations. 


DROP TUBE. !! 
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STORAGE VAPOR RECOVERY 
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UNDERGROUND 
STORAGE TANK 


1. Several of the 22 Niagara marine arms supplied to Esso AG/Hamburg. 
(Opposite page) 


2&3. The anti-static valve was developed to increase the margin of safety 
through reduction of electrostatic charges by controlling flow velocity during 
top loading of tank trucks. 


4. This railroad fueling system is being used to fuel 25 to 50 locomotives a day. 


5. Complementing our fluid transfer equipment, the new hose loader series 
adds flexibility to our bottom loading systems. 


6. Vapor recovery systems have been engineered for installation at 
service stations and bulk terminals. 


$.60 
.40 
.20 


Earnings per share before 
extraordinary items (1963-1972) 


63 64 65 66 67 68 69 70 71 72 


$100 


Sales less sales taxes 
(millions of dollars) (1963-1972) 


63 64 65 66 67 68 69 70 71 72 


Dividends per share 
(1963-1972) 


63 64 65 66 67 68 69 70 71 72 


Ten Year Financial Summary 


SALES, LESS: SALES TAXES \..2c2...2ccceccccesscencarecoversees eae 


Source and application of funds 
Funds provided 


Earnings before extraordinary iteMS..........:.::.::ccsseeceeeeees 
ExtraordinarycitemS wis.ssccccscsocccersssccccceeeeeee eae a 
Depreciation CAF Qed. iczccc-<.-22:-00...< dees ee eee ee 
Amortization of debt discount and expense .................- 
Deferred INnCOM@ES taX@S. -.0 ui nccecnsss.cc-cctseuneaeetayee enede ee eee 
Cash: GCarningS: cnc iecnievisichevcewctinemedos eee ee 
Issue of COMMON ‘Shares on wees cee eee ee 
Minority interests ..2).c...c6.0-cceecccesocascsohisee peneeauen eenenene ee eeeeaees 
Increase-in long-term GeDU ris fctetencctrenceoet-apekeeeee eee 


Funds used 


Capital expenditures —- netic.s ccsccsscecareseecuseane sere eee 
Redemption of second preference shares..................0006 
Dividends — second preference...................sesseccccccnesnsseees 
Dividends —. COMIMOM eeess career ceecoee eee ee eee 
Reduction-in: long-termde pt rac eeters renter ee eee 
Deferred debt discount and expense................::::seeeeeeeeees 
Increase in investment in 50% owned company. ............ 


Investment in other Companies.:...cccaet i on at ce 


Excess of purchase price of subsidiary companies 
acquired during the year over value of underlying net 


tangible. assets cs. s00 ee cee Necsus ance hee erenc cee een ins Reet 
Other —rietia ss. 7 2. esc eet rents ts ne asco ee cect ee 


Increase (decrease) in working capital.....................00000 
Working: capital-at\ December 31k. s:..sccsee acco etree 


Common share results 
Before extraordinary items 


Net: Carnings sy. .:.i.c5ceee tegen ce ten ea eee ee beeen eee c mentee eae ene ice 
Cash: earnings :..cc\iates ree scree co tenta eect eee oe 


Including extraordinary items 


Net Carn OS ....icdic.ni- coor net ae pene don cece nates care er emo ae 
Gash Garni x sic. ces eee cae se 
Net worth at December's (in cercctees eens ee ee 
Dividends” paid... cscceetecssestestesee sc auzen eee tectonics 


Return on shareholders’ equity at January 1 


(based on earnings before extraordinary items)............ 


1972 


$100,542 


% 24 


1971 1970 1969 1968 1967 1966 1965 1964 1963 
95,926 83,810 89,380 83,399 74605 © 72331 60,692 54,280 50,988 
1,679 1,241 1,782 1,495 1,644 1,993 1,751 1,500 1,311 
= = 1,649 a 84 192 103 161 ce 
985 930 1,087 1,018 785 734 657 605 545 
18 6 as = = a = ae = 

92 101 (44) 34 ali = = = = 
2,774 2,278 4,474 2,547 2,513 2,919 2,511 2,266 1,856 
4 91 2 33 88 87 29 15 53 
6 (1) (9) (38) (371) 69 363 16 (5) 
6,000 5,000 A = 3,867, iss 6,561 ak S 
8,821 7,368 4,467 2,542 6,097 3,075 9,464 2,297 1,904 
1,791 926 1,742 1,797 2,402 1,903 594 1,238 745 
= 442 239 297 357 298 234 185 94 

= 7 17 25 35 45 53 59 63 
723 689 687 686 623 554 488 425 362 
1,543 3,605 638 258 948 561 184 220 113 
235 259 = ans we sa ie = set 
23 9 24 13 7 20 5 6 7 

a es = = (54) (84) (72) 4 192 

zs as sa =e 1,115 is = sk el 
(51) (38) (6) (88) 142 77 (67) 95 (19) 
4,264 5,899 3,341 2,988 5,575 3,374 1,419 2,232 1,557 
4,557 1,469 1,126 (446) 522 (299) 8.045 65 347 
25,182 20,625 19,156 18,030 18.476 17,954 18,253 10,208 10,143 
45 33 47 39 43 53 46 40 34 
74 60 74 67 64 74 64 58 / 49 
45 33 91 39 45 58 49 44 34 

74 60 1.18 67 65 79 67 62 49 
5.27 5.02 4.88 4.15 3.88 3.91 3.50 at 2.85 

18/4 181/3 181/3 18 161/4 141/2 13 4111/4 091/2 

8.9 6.7 11.3 10.0 11.0 15.1 14.6 13.9 13.2 


Note: Amounts shown above are thousands of dollars with the exception of data under the heading Common share results. Common share 
results reflect the 3 for 1 subdivision effective July, 1971 and the 2 for 1 subdivision effective May, 1965. Prior years’ results have 


been restated to reflect the change in the method of accounting outlined in note 1 to the financial statements. 


Assets 


EMCO LIMITED AND SUBSIDIARIES 


Consolidated Balance Sheet 


December 31, 1972 
with comparative figures for 1971 


Current assets: 


Marketable securities, at cost (quoted 
value $152,038; 1971, $131,150)....... 


Trade accounts receivable, less 
allowance for doubtful accounts 
($819,665; 1971, $606,963) -..2.......:. 


Inventories at the lower of cost or 
net realizable value.......................ceee 


Prepaid CXPenses ............ccccccsseeeeeeeeees 


Total current“ assetseé...:..<igeeeetne eee 


Long-term receivables................c06 


Investment in 50% owned company 
(NOTES 1) ore ahr caacednhe mencee oeeener rena Me retred 


Property, plant and equipment, at 
cost less depreciation (note 2)........ 


Unamortized debit discount and 
expense: (NOTE 2S) i 2.4) ciccrestaleensnuna Qoode 


Deferred income taxes ..................08 


1972 
$ 138,708 


144,833 


13,903,247 


26,919,328 
527,239 


41,633,355 


114,657 
159,000 
11,579,622 


452,148 
103,294 


$ 54,042,076 


See accompanying notes to financial statements. 


On behalf of the Board: 


P. J. IVEY, Director 


J. W. ADAMS, Director 


1971 
142,384 


144,833 


13,456,682 


24,580,166 
345,234 


38,669,299 


117,708 
126,000 
10,442,274 


469,972 
30,388 


49,855,641 


=F 


Liabilities 


1972 1971 
Current liabilities: 
Bank indebtedness. ................ccceeeeeeeees $ 7,437,562 3,977,216 
Accounts payable and accrued 
EXPeENSCS adios eee ee noes... 8,625,091 7,497,439 
Dividends’ Payable... 2... tea. stets 189,120 188,867 
Current portion of long-term debt.. 19,523 18,558 
Income and other taxes payable..... 1,784,517 1,805,523 
Total current liabilities....................... 18,055,813 13,487,603 
Long-term debt (note 3)...........0........ 16,233,215 16,391,321 
Minority interest in subsidiary 
COMPAlVa. weeeyi sh kies. esa hoc 77,880 63,641 
Shareholders’ equity: 
Capital StOCK (NOt@. 4) is.e. citescie scat u2 574,120 540,490 
Retained. earnings. cinieesccets ce. 19,101,048 19,372,586 


Total shareholders’ equity................. 19,675,168 19,913,076 


$ 54,042,076 49,855,641 


Auditors’ Report to the Shareholders 


We have examined the consolidated balance sheet of Emco Limited and 
subsidiaries as of December 31, 1972 and the consolidated statements 
of earnings, retained earnings and source and application of funds for 
the year then ended. Our examination included a general review of the 
accounting procedures and such tests of accounting records and other 
supporting evidence as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the 
financial position of the company and subsidiaries at December 31, 1972 
and the results of their operations and the source and application of their 
funds for the year then ended, in accordance with generally accepted 
accounting principles which, after giving retroactive effect to the change 
in the method of accounting for the investment in a 50% owned company 
described in note 1 to the consolidated financial statements, have been 
applied on a basis consistent with that of the preceding year. 


London, Ontario Peat, Marwick, Mitchell & Co. 
March 14, 1973 Chartered Accountants 
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EMCO LIMITED AND SUBSIDIARIES 


Consolidated Statement of Earnings 
Year ended December 31, 1972 
with comparative figures for 1971 


1972 1971 
Sales, less sales taxes: 
Plumbing and industrial group........ $ 84,949,425 80,151,800 
Engineered products group.............. 15,592,844 15,774,519 


$100,542,269 95,926,319 


Operating profit after minority 
shareholders’ interest but before the 


undernoted ItEMS...........c.ccecceecceeee eee $ 4,961,306 5,623,597 

InvestMent: INCOME = scceneesereeee tees ne 9,027 10,994 

Equity in earnings of 50% owned 

companya(mote=1) Sec. a:G ere ces 33,000 23,000 
5,003,333 5,657,591 

Deduct: 

Depreciationncs.. tai eee 1,133,340 985,268 

Interest on bank and other short-term 

AAVANCES wees. Santee oe eee 465,221 324,743 

Interest on long-term debt................ 1,233,387 1,041,603 

Currency exchange adjustment 

(MOTE TD) see. eee here eee ae ee: 85,417 (221,708) 
2,917,365 2,129,906 

Earnings before taxes on income... 2,085,968 3,527,685 

Taxes on income (note 6): 

GOFPeNit ic. treeee trae rere e ee eee 1,563,000 1,757,000 

DGTCtreG nc oe seam ree eee rec (24,000) 92,000 
1,539,000 1,849,000 

Earnings before extraordinary item 546,968 1,678,685 

Extraordinary item — net gain on 

sale of property and plant................ 103,662 _ 

INGU GCAMNUNGS cocnceccrscaccceatccnccacetnerstessines $ 650,630 1,678,685 

Earnings per common share (note 5): 

Before extraordinary item................. 14.5¢ 44.5¢ 

Extraordinary itemits..o cence eters: at _— 


Including extraordinary item............. 17.2¢ 44.5¢ 


See accompanying notes to financial statements. 


EMCO LIMITED AND SUBSIDIARIES 


Consolidated Statement of 


Retained Earnings 


Year ended December 31, 1972 
with comparative figures for 1971 


1972 


Amount at beginning of year 

as previously reported..................0 $ 19,276,586 
Add adjustments to reflect adoption 

of the equity method of accounting 

for the investment in a50% owned 


COMPANY (NOtC nb) ee a os deer adn hixtne 96,000 

PNSUROStALCC ere eet en ens 19,372,586 

POCMN ete anMOSeatctict teeter coerce. 650,630 
20,023,216 

Deduct: 

Dividends on common shares........... 756,481 


Excess of purchase price of business 
acquired during the year over 
values ascribed to the underlying 
net tangible assets (net of related 
income tax benefits of $54,313 of 


which $48,906 is deferred) (note 1) 165,687 
922,168 
Amount at end of yeal.............cccee $ 19,101,048 


19731 


18,344,122 


73,000 


18,417,122 


1,678,685 


20,095,807 


723,221 


723,221 


19,372,586 


See accompanying notes to financial statements. 
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EMCO LIMITED AND SUBSIDIARIES 


Consolidated Statement of Source 


and Application of Funds 
Year ended December 31, 1972 


with comparative figures for 1971 1972 

Funds provided: 

Netearnings rie eee $ 650,630 

Deduct net gain on sale of 

property and: Dlanti. cere. eceen eee 103,662 
546,968 

Add (deduct): 

Depreciation sen Serer eon 1,133,340 

Amortization of debt discount and 

CXPONSO tie tise cnet eee eee 16,454 

Deferred income taxes ..............::008 (24,000) 

Funds provided from operations. ..... 1,672,762 

Issue of 7% convertible 

Ce Dentures :.4:ccclaacecerskeeesee eee eee — 

Issue of Common Shares..............0608 33,630 

Decrease in long-term receivables... 3,051 

Proceeds on disposal of property 

ANG” DIAN teak. .cishetescanrveen reste eee eee 426,686 

Increase in minority interest in 

subsidiary-cOmpany inverse ese 14,239 

Total funds*provided:. 2.50). 2,150,368 


Funds used: 
Property, plant and equipment........ 2,593,712 
Reduction in long-term debt: 
7% convertible debentures less 
applicable debt discount of $1,370 


(OTE <3) 3 a ecteae oe ee eee 33,630 
Other «2cciadceineeree ence: 123,106 
Dividends on common shares.......... 756,481 


Debt discount and expense.............. — 
Increase in investment in 50% 

OWnNeG <COMPANY co. tivceatcreleet ces teeee. 33,000 
Excess of purchase price of business 

acquired during the year over values 

ascribed to the underlying net 

tangible assets (net of related 

income tax benefits) (note 1)........... 165,687 
Income tax benefits relating to 

business acquisition deferred to 


TUtUTO: VEAKS eek i ceaee cece eet eet 48,906 
FOtal FUNGS USCS fence aceseeeeeeneeeee 3,754,522 
Increase (decrease) in 

WOEKING GGAIpital a4 o<<:iketG, csenctstassedeienan $ (1,604,154) 
Working capital at end of year....... $ 23,577,542 


See accompanying notes to financial statements. 


1971 
1,678,685 


1,678,685 


985,268 


18,060 
92,000 


2,774,013 


6,000,000 
40,675 
51,373 


6,095 
8,872,156 


1,791,215 


1,543,147 
723,221 
234,840 


23,000 


4,315,423 


4,556,733 


25,181,696 
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EMCO LIMITED AND SUBSIDIARIES 
Notes to Financial Statements _ becember 31, 1972 


1 Principles of consolidation and basis of presentation: 

The accompanying financial statements consolidate the accounts of all 
subsidiary companies and all material intercompany balances and trans- 
actions have been eliminated. 

The accounts of the subsidiary companies located outside Canada have 
been translated to Canadian dollars as follows: current assets, current 
liabilities and long-term debt — at rates current at the year end; fixed 
assets — at rates current on dates of acquisition; accumulated depreciation 
and related provisions against income — on the basis of dollar value of 
related assets; and operating income and other expenses — at average 
rates for the year. Exchange gains or losses resulting from such translation 
practices are reflected in the consolidated statement of earnings. 

Had the accounts of the subsidiary companies located outside Canada 
been translated to Canadian dollars using rates current as at March 14, 
1973, where applicable, the currency exchange adjustment for 1972 would 
have resulted in a gain of approximately $83,000. 


The investment in net assets at the end of 1972 was geographically 
distributed approximately as follows: 


CANAGA TANG LU MITCOR OtALeS regard: tis eieavanseddvanvacactdkesevstssnsnviazexs ove $ 15,285,000 
SUIT OG retary ee cess age te OR CES ae oigsi weeds 3,257,000 
JAD AM aiClaANLISERAial cae aiuto eoarta aa aa oaernndnnzensgaeenes 1,133,000 


In 1972, the company adopted the equity method of accounting for an 
investment in a 50% owned company. Under this method, the company’s 
equity in the net income of the 50% owned company is included currently 
in the consolidated statement of earnings rather than when realized 
through dividends and the investment is carried in the consolidated balance 
sheet at cost plus the company’s equity in undistributed earnings of the 
50% owned company since acquisition of the investment. As a result of 
this change, which was adopted retroactively to the date of acquisition 

of the investment, net earnings for 1972 and 1971 (as restated) have been 
increased by $33,000 and $23,000 respectively, and retained earnings at 
December 31, 1972 are greater by $129,000. 


During the year a subsidiary acquired the assets and operations, subject 
to liabilities, of a manufacturing company for a cash consideration of 
$1,094,000. The net assets acquired in the transaction are summarized 
approximately as follows: 


Net assets at the book value of the seller: 


SUPT EM CASSOIS 22. sorceretated eectrs tonne bastn SSeS EE sso aac enna $ 612,000 
POSSHCULLOMC ADIOS otra ee alee wie cn oe oid snare sxexenda rant ceded 84,000 
528,000 
Property: plantsand equipments. 2.260. nee 245,000 
773,000 

Adjustment of property, plant and equipment 
|Sey FV PRZE | (UY: aes Stay a ie er an od pa RES ARO a IS ne 101,000 
874,000 


Excess of purchase price over the values 
ascribed to the net tangible assets — 


charged <torretained - earnings o.oo sv. secession agrees toelovsce 220,000 
$ 1,094,000 
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EMCO LIMITED AND SUBSIDIARIES 
Notes to Financial Statements _ becember 31, 1972 


2 Property, plant and equipment: 


1972 1971 

Buildings and roadwaYS .............:::ccccee $ 10,582,880 9,876,281 
Machinery and equipment...............8 10,766,044 9,628,932 
21,348,924 19,505,213 

Less accumulated depreciation.............. 10,984,959 10,150,819 
10,363,965 9,354,394 

= Va ye ee nate ania ppt rrntrre Sf eer cia ay etae 1,215,657 1,087,880 
$ 11,579,622 10,442,274 


Depreciation is generally provided on astraight line basis over the 
estimated useful lives of the assets. 


3 Long-term debt: 


Emco Limited: 1972 1971 
53/4% sinking fund debentures, 

due: June: 15; 1965. ease eee $ 4,892,000 4,992,000 
93/4% sinking fund debentures, 

due. July 15; 1990! eee eee 5,000,000 5,000,000 
7% convertible sinking fund 

debentures, due August 1, 1991............ 5,965,000 6,000,000 


United States subsidiary: 

6% mortgage note payable in 
monthly instalments of principal 
and interest of $3,585 U.S., due 


August 1, 1980 (U.S. $398,127)... 395,738 417,879 
16,252,738 16,409,879 

Less amounts due within one year 
included with current liabilities.............. 19,523 18,558 
$ 16,233,215 16,391,321 


Debenture debt falling due or to be met out of sinking fund payments 
in the five years ending December 31, 1977, after taking into account 
the principal amount of debentures repurchased by the company which 
have been tendered to the trustee in respect of future sinking fund 
payments, are as follows: 


53/4% 93/4% 7% 
UO7 Scissor eran aeeee eee eee ee eee $ — — _ 
NOTA ears eee Ce et ee ne 61,000 _ a 
MOT Se aoc cd cae teaencata pens cuater ceo ene et 187,000 — —_ 
REY Ao rien Anh ARCHER hE ceri eer cee Re aE 197,000 172,000 — 
VTL eo xc ooe, shoe coe eta hak cree Cee Ee 209,000 182,000 — 


The unamortized debt discount and expense relating to the 93/4% sinking 
fund debentures is being amortized over the term of the debentures using 
a sum of the digits method. The debt discount and expense relating to 
the 7% convertible sinking fund debentures (at December 31, 1972, 
$233,470 after deducting related income tax savings) will be deducted 
from capital on the conversion of the debentures. 
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EMCO LIMITED AND SUBSIDIARIES 
Notes to Financial Statements _ December 31, 1972 


4 Capital stock: 
(a) Authorized, issued and outstanding: 


Number of shares as 
at December 31, 1972 


Authorized Issued 
First preference shares with a 
PareValie On S100 KC ACM ike cee ssats cxtssveccosseosccsoaces 150,000 _ 
3% cumulative redeemable second 
preference shares with a par 


ValUG EOL. p LOCO AC erate tsetse eocstee es ain decdeecasssess 61,600 — 
Common shares without nominal 
OTA AV GIIC carter Ree er eee trent ec) hi cecsdntwveagen 12,000,000 3,782,405 
The outstanding share capital is as follows: 
1972 1971 
FIFStspreferenGe SNAareS aiss<ccecccc-css 2s ca ve-encccecaces $ oo <= 
3% second preference shares..............::0 — _— 
COMMORESHALCS Merrett ee iy isak awsonc suet: 574,120 540,490 
$ 574,120 540,490 


——— ee ee ee 
(b) Share options: 


In 1960 and 1969 share option plans were established for certain executives 
whereby authorized and unissued common shares were reserved for issue 


under the plans. 
As at December 31, 1972, the following is a summary of the plans: 


Shares under option at December 31, 1971 .......... ce cccccceeceeeee 29,925 
GRUOMSSOX CIS CCUNIN GN O Ne re treed ie. var coc calivecaciess Sadnawessadacnaedei¥ebvane 1,500 
Shares under option at December 31, 1972 ...........ccccccccccceeeeeeeees 28,425 
SharespaVvallaDlGl {On MULES ODTIONS «..ci-..<-ceis.sesesccecenscececseecaccbscoeeees 150,600 


The shares under option are exercisable as undernoted: 
Option Price No. of 


Expiry Date Per Share Shares 
December ss ty 1G 1a cscs tenth vastus. na cccccesSivesssesse $ 6.00 1,500 
eee) cae halo Peek or a eo ee 4.917 6,000 
DOCOMO sel 0a tocar neste citer eeanissascchehbrceives 4.79 4,800 
FAW Te CUES Ps Glatt ROW Al es as sha oe rate eee ee 5.066 16,125 

28,425 


(c) Share purchase plan: 

During 1968, a share purchase plan was approved whereby the employees 
of the company and its subsidiaries (excluding officers and directors of 
Emco Limited) may purchase common shares of the company. As at 
December 31, 1972, there were 128,145 shares available for future 
subscriptions. There were no transactions during 1972. 


(d) Dividend restrictions: 


The trust deeds relating to the debentures each contain provisions whereby 
dividends may not be declared or paid, other than stock dividends, and 

the company may not effect any reduction to its capital stock which would 
reduce net current assets and shareholders’ equity (as therein defined) 
below certain levels. At December 31, 1972 the net current assets and 
shareholders’ equity (as so defined) were substantially in excess of 
minimum levels. 
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EMCO LIMITED AND SUBSIDIARIES 
Notes to Financial Statements __ becember 31, 1972 


4 Capital stock (continued): 

(e) Conversion privilege: 

The 7% convertible sinking fund debentures are convertible into common 
shares without par value in the capital of the company at any time prior 
to the close of business on August 1, 1974, on the basis of 145 common 
shares for each $1,000 principal amount of debentures; and thereafter 
and at any time prior to the close of business on August 1, 1977, on 

the basis of 127 common shares for each $1,000 principal amount of 
debentures; and thereafter and at any time prior to the close of business 
on August 1, 1980, on the basis of 112 common shares for each $1,000 
principal amount of debentures. 

During 1972, $35,000 7% debentures were converted into 5,075 common 
shares and the par value of the debentures converted, less the applicable 
unamortized debt discount and expense was added to the paid up value 
of the common shares in the capital stock of the company. 


For debentures converted into common shares prior to the close of busi- 
ness on August 1, 1974, common share purchase warrants will be issued 
on the basis of 50 warrants for each $1,000 principal amount of debentures 
so converted entitling the holder of such warrants to purchase one new 
common share for each warrant held at a price of $7.87 per share, at 

any time prior to the close of business on August 1, 1977, and thereafter 
and at any time prior to the close of business on August 1, 1980 at a 

price of $8.93 per share. To December 31, 1972, 1,750 warrants had been 
issued and were outstanding at that date. 


The company has covenanted to reserve a sufficient number of common 
shares to be available for conversion of the 7% debentures and for issue 
upon exercise of the common share purchase warrants. 


5 Net earnings per share: 


Net earnings per share are calculated using the weighted monthly 
average number of common shares outstanding. 


No dilution of earnings per share results from the assumption that 

all options outstanding at the end of the year with respect to common 
shares were exercised at the beginning of the year, that all 

warrants, conversion privileges and related rights to warrants out- 
standing at the end of the year with respect to common shares 

were exercised at the beginning of the year; and that funds derived 
therefrom had been invested to produce an annual rate of 6% before 
applicable income taxes. The amount of earnings imputed, after 
income taxes, was $75,126. 


6 Taxes on income: 


Certain subsidiaries suffered operating losses during 1972 and such losses 
do not result in any current recovery of income taxes. The potential income 
tax benefits associated with such operating losses and with the operating 
losses of certain subsidiaries in prior years are not recognized in the 
accounts. These operating losses, which aggregate approximately 
$1,740,000 are available to reduce taxable income which might otherwise 
be reported in certain future years; the availability of these losses for 

that purpose expires as to $3,000 in 1973, $3,000 in 1974, $120,000 in 

1975, $420,000 in 1976 and $1,194,000 in 1977. 


7 Directors and senior officers remuneration: 

The aggregate direct remuneration paid or payable by the company to 
directors and senior officers was $361,800 for the year ended December 
31, 1972 (1971 — $339,203). 


8 Pension costs: 


The liability for past services under the company’s pension plans amounts 
to approximately $506,000 and this liability is being discharged by cash 
payments which will fully discharge the liability over a maximum period 

of twenty-six years. The annual payments, which are charged to operations 
currently, amount to approximately $69,000. Pension costs for current 
service are paid and charged against earnings in the year in which they 
are incurred. 
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Subsidiaries in Australia, Canada, France, Great Britain, Japan, the United States, and West Germany 


Box 5300, London 12, Canada 


GD Emco Limited 


